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MOZAMBIQUE — KEY ECONOMIC 


All values in million U.S.$ Exchange rate (conventional) 
unless otherwise stated. U.S. $1.00 = 25 Mozambique 


escudos 


A B Cc D E 
Cumulative Rate of 
O97 1.32872 . 272 Change % __ Growth 


INCOME , INVESTMENT & PRODUCTION 


GNP, at current prices 25 252-3 NA 
Per capita GNP,at current prices $ 269.8 NA 
Value of bldgs.completed(69-71) 23. 38 38.04 
Capital newly formed companies 17.71 22. 38 
Value of industrial output 450. 50 % 540, 00% 


MONEY AND PRICES 


Money supply 404.8 639.2 
Comm. bank loans outstanding 412.0 497.4 
Public debt outstanding(1970-72) 171.8 231.9 
External debt service ratio (-do-) 6.1% 8. 2% 
Interest rate:BNU central bank's 
prime rate 5. 5% 5. 5% 
Inter. rate: commercial banks 
- 180 days 8.5% 8.5% 
- over 180 days 10 &% 10 &% 
Price indices:1956/57 = 100 
Lourenco Marques: avg. consumer 155 175 
Price indices: 1968 = 100 
L. Marques: Avg. Gross sales 115.9 120.6 1.3 


BALANCE OF PAYMENTS & TRADE 


Gold and Exchange reserves 35-8 10.7 - 78.9 
Balance of payments:(+ or —) - 17.6 - 8.7 126.1 
Balance Trade Deficit (-) -152.0 ; -113.0 - 12.8 
Exports, FOB( Jan—Sept. 73) 184.5 154.1 12.4 
U.S. Share( Jan-Sept. 73)(%) 13. 5% 12.9% 13.8% 

Imports, CIF(Jan—Sept. 73) 385-5 356.5 334.0 26.6 
U.S.Share (Jan-Sept.73)(%) 724% 5. 2% 4.8% 


MAIN IMPORTS FROM US (JAN/SEPT.1973) IN US$ MILLIONS: Airplanes and parts(3.7); tractors 
(1.2); airconditioners, refrigerators & temperature control equipment (0.8); graders, 
excavators,ditchers & parts (0.6);automotive equipment (0.6); agricultural & industrial 
machinery & parts (0.6); internal combustion engines & parts (0.5); mechanical and 
mining equipment & parts (0.4); disinfectants,insecticides, etc.(0.4); compressors, 
pumps and parts (0.4); paper and cardboard (0.4); passenger cars & trucks (0.4); cranes, 
lifts and parts (0.3);motors & generators(0.3); roller bearings & crankshafts(0. 2); 
iron and steel plates & rails(0.2); transceivers(0. 2); pharmaceutical products(0. 2); 
rubber tires and tubing (0.2); caustic soda & chemicals n.sp.(0.2);cotton & synthetic 
fiber textiles (0.2); baby food and sundry food preparations (0.1); screws, -:ts, 

bolts & springs (0.1) 


Sources: Anufrio Estatistico (1969-71); Comércio Externo (1970); Estat. Industriais 
(1969-71); Bol.Mens.de Estat. (Dec.1971 and 1972; Jan.1973 and 1974 issues). 
(*) Estimates 





SUMMARY 


Experiencing general economic malaise, aggravated by political 
uncertainties and continued guerrilla warfare, Mozambique's short 
term economic outlook is poor. Major difficulties are: widespread 
labor unrest, which is disrupting production and important 
transportation services; rising inflationary pressures; an exodus 
of Portuguese and foreign skilled technicians and professionals, 


further depleting human resources; a deteriorating balance of 
payments leading to tighter import and currency; shortages of raw 
materials and tight credit in the industrial and civil construction 
sectors; and a profit squeeze in the commercial sector. Agriculture, 
on the other hand, should benefit from higher world and domestic 
prices. 


In view of Mozambique's current economic difficulties, opportunities 
for the United States to expand exports to Mozambique in 1974 are 
limited. U.S. investment in Mozambique could rise if U.S. firms go 
ahead with petroleum exploration plans. 





Current Economic Situation and Trends 


Import restrictions, depressed earnings from transportation and tourism, 

political uncertainties, and intensified guerrilla warfare all combined to limit 
Mozambique's economic growth in 1973. According to preliminary Government esti- 
mates, GNP in 1973 exceeded US$2.4 billion in current prices —- a rather conserv- 
ative minimum forecast since it is only 7% higher than 1971's GNP in current 
prices. 1/ Taking into account inflation, which the Mozambique Government estimates 
rose 10% in 1973 alone, it appears that Mozambique's real economic growth during 
the past two years has been modest. 


Following the military coup in Portugal in April, 1974, Mozambique experienced 
proliferation of new political parties, student unrest, labor strikes —- polit- 
ical activity which adversely affected Mozambique's economy and portend a poor 
year in 1974. Portugal's new Provisional Government has declared its intention 
to find a political solution to end the insurgency in Mozambique. In the mean- 
time, the Front for the Liberation of Mozambique (FRELIMO) has continued its 
guerrilla activity, disrupting road and railroad communications and general 
security in north-central Mozambique. 


Labor Unrest 


Following the coup, workers in all economic sectors took advantage of their 
new-found freedom to strike, demanding higher wages, fringe benefits, and better 
work conditions. Inasmuch as labor unrest threatened to paralyze Mozambique's 
economy, the Provisional Government provided for compulsory arbitration boards 
to decide labor disputes and announced an across-the-board increase of 500 
escudos/month (US$20) for salaries under 5,000 escudos/month (US$200). Wage 


settlements to date have been in the order of 40-100%, which promise to increase 


upward pressures on prices, already rising at an annual rate of 36% during the 
first two months of 1974. 


Agriculture Benefits from Higher Prices 


Agricultural output in 1973 is roughly estimated at US$720 million, up 5% from 
1972. Agricultural commodity exports, which comprise fully 85% of the country's 
export earnings, rose 14.7% to US$184.6 million, in most part reflecting higher 
world commodity prices. The major exports were cashew nuts and derivatives, of 
which the United States is the major buyer, cotton, sugar, copra, sisal fiber, 
tea and vegetable oils. 


1974 promises to be a good year for agriculture, with exports expected to exceed 
seven million contos (US$280 million). The anticipated increase of over 50% in 
export earnings is largely due to higher prices for cashew nut products, cotton 
and sugar, which together account for more than 60% of Mozambique's agricultural 
exports. The average export price of sugar is expected to triple and, assuming 

no significant diversion to domestic consumption, could add 1,200 contos 

(US$480 million) in export earnings in 1974. The government has also raised 
domestic minimum prices, which will encourage greater production of such important 


1/ Nodficial estimates are available for 1972 GNP. 





cash crops as sugar, cotton and sisal. 


Although export earnings have increased, local production has not kept pace 

with internal demand and severe shortages of basic foodstuffs continue to plague 
Mozambique. Last year more than 100,000 tons of wheat were imported, making 
wheat the second largest food import into Mozambique, after Portuguese common 
and table wines. Balance of payments restrictions on increased food imports and 
rising wages promise further pressure on local supplies and prices. 


Industrial Sector Grows but Suffers Raw Material Shortages 


Mozambique's industrial production in 1973 increased by around 10%, reaching an 
estimated $540 million. Starting from a relatively small base, some industries 
registered sizable production increases in 1973. Among the more important are: 
cotton textiles (+73%), cement (+41%), and cereal milling (+23%). Benefitting 
from incentives given by the Government to encourage import substitution, 210 
new manufacturing establishments entered into production, representing a total 
investment of only 525 million escudos (US$21 million). Since Texlom, a French 
textile firm accounts for around $15 million of this total, it becomes apparent 
that most of these new firms are extremely small. Many of them were adversely 
affected by import restrictions on raw materials, forcing them to reduce desired 
levels of production. 


In view import difficulties, credit shortages, and political developments, many 
would-be investors have postponed investment plans. Fewer new manufacturing 
establishments are likely to enter production in 1974. 


Civil Construction in Dire Straits 


Civil construction in the first half of 1974 was depressed. Since many types 

of construction materials and equipment are unavailable locally, import 
restrictions hurt progress on construction projects. Bank credit for residential 
construction has been greatly reduced, both in amount and in term. In addition, 
with many Portuguese and foreign skilled technicians and professionals 1/ leaving 
Mozambique, existing residential housing is now abundant and can be purchased or 
rented at bargain prices. Civil construction financed by the Government is also 
likely to show some decrease, although major projects such as the Cabora Bassa 
and Massingir dams will go forward. 


Foreign Companies Show Interest in Mozambique Minerals 


Although current mineral production is small (estimated at US$8.9 million in 1973), 
numerous foreign companies have been showing interest in mining in Mozambique. 
Seven foreign companies are looking into petroleum exploration possibilities, 
six of which are Americans, Hunt Petroleum (US), the only venture at present 


with a petroleum concession, has announced plans to start drilling 
by the end of 1974, 


1/ Official statistics indicate a net exodus of 27,000 Portuguese and 


other foreign nationals from ee in 1973. The exodus is 
continuing, if not accelerating, 





Pending applications for petroleum concessions include those of Texaco, Kilroy, 
Anshutz, and World Minerals, Foreign interest is also being shown in coal 
mining, natural gas, and bauxite. 


Commercial Sector Squeezed 


Faced with declining inventories, rising costs, and stringent price controls, 
commercial establishments generally are experiencing reduced profit margins. 
Despite the enormous demand for basic food staples, retailers are forced to 
sell at low government-controlled prices or run the risk of prosecution by 
government authorities. With prosecution of retailers pursued energetically, the 
price controls have been effective in keeping the full impact of higher wages 
from being felt on prices. 


Transportation Sector in Crisis 


Mozambique's transportation sector, particularly ports and railways, was hurt 
in 1973 by the petroleum crisis, the closure of the Zambian border by Rhodesia, 
UN sanctions against Rhodesia, and continued guerrilla attacks on important 
railroad links. Foreign exchange earnings for transportation, which constitute 
approximately one-fourth of total foreign exchange receipts, declined to US$113 
million in 1973 from US$118 million in 1972. In 1974 earnings are likely to 
decrease further. Crippling strikes and slowdowns have led to costly delays at 
the Lourenco Marques and Beira Ports, with ships waiting in long lines to unload 
cargo. The congestion at these ports has diverted some traffic to other East 
African ports and led the South Africa and East Asia Conference to impose a 25% 
shipping surcharge on cargo destined for Mozambique Ports. 


Tourism Drops 


Tourism to Mozambique continued to decline in 1973. Foreign exchange receipts 
totaled US$7.5 million down 44% from 1972, and are expected to drop further in 
1974. Gasoline shortage, an outbreak of cholera in northern Mozambique, and 
fear of the deteriorating security situation all combined to discourage tourism 
from neighboring South Africa and Rhodesia. Hotel occupancy in Beira and 
Lourencgo Marques has declined substantially, forcing some hotels to reduce staff 
and curtail restaurant and room service. 


Austere Budget 


The Mozambique Government ordinary budget for 1974, announced prior to the coup, 
totals US$485 million, nearly 21 percent more in monetary terms than in 1973. 
Inflation, however, will probably reduce real resources available to the 
Government. Major allocations are: Ports and Railways (27%); National Defense 
(14%); and Education (8%). The Extraordinary Budget for 1974 totals $112 million, 
of which $94 million is allocated for projects under the IV Development Plan 
including $42 million for road and bridge construction and $20 million for the 
Limpopo Valley settlement and irrigation. Most observers of the Mozambique 
economy agree that developments following the April 25 coup will require 
considerable changes in the budget. Not only will priorities change, but, 
following recent sizable wage increases, a much larger amount of government 
resources will have to be allocated for personnel expenditures, Furthermore, 
although the Mozambique Government traditionally calculates receipts conserv- 
atively, revenue from the Ports and Railways Administration, which accounts for 
approximately 27% of total ordinary budget receipts, will drop considerably in 1974. 





Tight Credit 


During 1973, Mozambique's money supply expanded at a rate of only 10%, a sharp 
reduction in the rate of increase from 44% in 1972. As a result, credit was 
extremely tight in 1973, especially for residential housing. Although bank 
loans increased by 17%, most of that money was borrowed by the Mozambique 
Government to implement development projects. In 1974, 82% of funds to finance 
projects under the IV Development Plan Budget, are expected to come from loans 
made obligatorily by local banking and insurance organizations. Credit in 1974, 
therefore, should continue to be tight, despite slackening of demand by the 
private sector to finance investment projects. Thus far, no monetary measures 
have been announced to reduce inflationary pressures. 


Balance of Payments Continue to Deteriorate 


Despite severe import restrictions, Mozambique's balance of payments registered 
a deficit of US$8.7 million in 1973, as opposed to a slight surplus of US$6.9 
million in 1972. The deterioration in balance of payments resulted from the 
decrease in earnings from invisibles and the increase in capital outflow, which 
more than offset the improvement in the merchandise account. 


Although a breakdown of trade for full-year 1973 is not available, January- 
September figures indicate the following trends: Mozambique's imports increased 
in absolute terms about 27% in relation to 1972, whereas exports increased only 
12% (Mozambique's export earnings usually rise sharply in fourth quarter). South 
Africa replaced Portugal as Mozambique's major foreign supplier, increasing its 
share of the import market to 20% from 15% in 1972.. Portugal's share, on the 
other hand, dropped to 19% from 24%, probably because of Portugal's difficulty 
in obtaining overdue payments for past exports to Mozambique and reluctance to 
extend further supplier credits. As a result, preliminary official balance of 
payments figures show that Mozambique registered a surplus of US$1.9 million 
escudos in its balance of trade with Portugal — a result in sharp contrast with 
its traditional trade deficits with the Metropole 1/. West Germany was the only 
other principal supplier to increase its share of the Mozambican market — to 
13% from 9%. The U.S. share remained virtually unchanged at about 5%. 


In 1974, Mozambique's balance of payments is likely to continue to deteriorate, 
exhibiting the same trend as in 1973: reduced earnings from invisibles; increased 
net capital outflow (if permitted by the Government); and little or no change in 
the traditional merchandise account deficit. Exports of Mozambique's agricultural 
products are expected to rise to US$280 million in 1974 from US$168 million in 
1973, but the gains will not cover the expected higher outlay for imports of 
petroleum, wheat, and other basic consumer products. Before the coup, the 
Portuguese Government announced an escudo loan equivalent to US$140 million,most 
of which would be used to finance Mozambique's expected balance of payments 
deficit in 1974. The change of Government in Portugal delayed disbursement of 
the loan, Mozambique, finding its foreign reserves almost depleted by June, 1974, 
suspended import permits for most products, private capital transfers and for 
foreign exchange for tourism. These restrictions are to be reviewed on July l. 


1/ Mozambique's balance of trade deficit with Metropolitan Portugal was 
US$16.6 million in 1971 and US$13.2 million in 1972. 
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Implications for the U.S. 


In view of Mozambique's current economic difficulties, opportunities for the 
United States to expand exports to Mozambique in 1974 are likely to be limited. 
Although Mozambique's import regulations give preference to imports of capital 
goods, of which the U.S. is a principal supplier, the anticipated general 
downturn of industrial investment and civil construction will reduce Mozambique's 
need to import machinery. Credit availability and terms will be the most 
important competitive factor for making sales. Mozambique regulations require 
that imports valued at more than $80,000 be imported on a deferred payment basis, 
with a maximum of 20% payable in the first year and the remainder spread out 
over at least three years. 


Although presently limited, U.S. investment in Mozambique could rise if U.S. 
firms go ahead with petroleum exploration plans. 
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